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It is well documented that college graduates earn signifi cantly higher wages on average than those with only a high school diploma. The college wage premium has been a central focus for researchers because it is both large and growing. Current data indicate that college degree holders enjoy an 84 percent increase in earnings over their high-schooleducated counterparts.
Given this large disparity in earnings, some may argue that the greatest decision facing young people today is whether to go to (and complete) college. However, a growing literature has begun to suggest that the decision to go to college is just one of a sequence of educational investment decisions, each of which has a large effect on potential earnings.
At the forefront of this literature is the choice of a college major. The availability of new data has highlighted the wide variation in wages across college majors, which in many cases is as large as the college wage premium itself. Additionally, advanced degrees yield a wage premium beyond what is awarded for a bachelor's degree. This evidence implies that the gravity of the college decision is perhaps equally matched by the decisions one makes while in college as well as after college.
This Commentary takes a more detailed look at the college wage premium, with a focus on how the premium is affected by these supplemental educational investment decisions. Two consequential decisions beside the college decision are discussed in particular: the choice of a college major and the pursuit of an advanced degree.
Trends in the College Wage Premium
The college wage premium is calculated as the ratio of the median hourly wage for those holding a bachelor's degree and the median hourly wage for those who have only completed high school. This statistic for full-time workers is plotted in fi gure 1. These data show that the college wage premium increased rapidly through the 1980s and early part of the 1990s, rising from 40 percent to upwards of 70 percent. Since the late 1990s, the premium has experienced a much slower rate of growth, drifting at times below and above 80 percent. Importantly though, the premium has persisted at historically high levels through the 2000s, becoming an enduring feature of the U.S. wage structure.
Figure 1. Premiums for College
Notes: Premiums are calculated as the ratio of median hourly wages for those holding a bachelor's degree or those with some college and the median hourly wages for those who have only completed high school. Data include workers who worked full-time (35 hours or more) and for a full year (40 weeks or more). Source: Census Bureau, Current Population Survey; author's calculations. Even excluding advanced degree holders, the premium for a four-year degree alone remains extremely high at about 60 percent. Interestingly, once the growth in wages for advanced degree holders is removed, the four-year degree premium has remained fl at over the past decade. In other words, it is the growth in the value of advanced degrees that has accounted for all of the growth in the classical measure of the college wage premium since the 2000s.
Major Choice
Beginning in 2009 the American Community Survey (ACS), a large and nationally representative sample of the U.S. population, began collecting information on degree fi eld for bachelor's degree holders. Previous work studying the effect of the degree fi eld on wages was conducted on much smaller samples and typically for only recent graduates. The availability of this information in the ACS has been an important resource because it yields high statistical power and is representative of the entire labor force.
The ACS separates four-year degree fi elds into more than 170 detailed categories. The detailed categories can be aggregated into 15 broad categories to simplify the analysis. Using data from 2009 and 2010, fi gure 4 plots the college four-year degree premium and the advanced degree premium for each of these 15 aggregate categories. Figure 4 gives detail on the premiums as well as the proportion of fouryear degree holders in each fi eld. The height of the brown bars shows the density of four-year degree holders in each area, and the height of the green bar shows the fraction in that major fi eld who also hold an advanced degree. 
. Premium for an Advanced Degree
Notes: The premium is calculated as the ratio of median wages for those who hold a four-year degree AND an advanced degree (6 or more years of college, a master's degree, a professional degree, or a PhD) and the median hourly wages for those who have only a bachelor's degree. Data include workers who worked full-time (35 hours or more) and for a full year (40 weeks or more). Source: Census Bureau, Current Population Survey; author's calculations. Collectively, these results show that over the last three decades, the value of college has increased substantially, with all of the gains going to those who actually complete the four-degree.
Advanced Degree Premium
The standard assessment of the college wage premium is somewhat misleading because counted among four-year degree holders are those who also have an advanced degree. Including these individuals in the analysis may overstate these returns, much in the same way that including high school dropouts in the high school graduate pool would.
To study the infl uence of including advanced degrees in the college premium calculation, fi gure 2 plots the trend in the advanced degree premium, which is the ratio of median wages for those who hold a four-year degree and an advanced degree (6 plus years of college, a master's degree, professional degree, or PhD) over those with only a bachelor's degree. Looking from 1977 to the present, advanced degree earners have experienced growth in wages over and above those with only a four-year degree, from around 20 percent in the early 1980s to around 30 percent today.
To evaluate the effect of the four-year degree alone, advanced degree holders must be separated from the analysis. Figure 3 plots the wage premium for those with only a four-year degree and those who additionally have an advanced degree (both premiums are with respect to median wages of high school graduates). Bachelor's degree plus advanced degree Bachelor's degree only education or business. However, this is due in large part to the fact that these two majors represent a signifi cant share of the bachelor's degree population. Perhaps more interesting is to look at those fi elds that have a high (or low) rate of advanced degree holding relative to their population. One example is biological and life science, where more than half of the four-year degree holders go on to receive an advanced degree. This is not surprising if this is the predominate undergraduate degree for medical doctors.
The college major choice has a potentially large effect on the value of a four-year degree. Comparing engineering majors, who have the highest four-year premium at 125 percent, to psychology and social work majors, who have the lowest premium at 40 percent, yields a difference in the college major premium of 85 percent, which is the same size as the traditional measure of the college wage premium. Figure 5 breaks down the returns for the top 15 most popular detailed degree fi elds. These fi elds represent about 50 percent of the degrees held by those with a bachelor's degree. This chart shows again the large variance in returns by degree fi eld as well as the large variation between similarly defi ned majors. For example, the aggregate category "business" from fi gure 4 included degrees in business management and administration and fi nance. Figure 5 shows that fi nance degree holders at the median have 20 percent higher wages than those with a business management and administration degree. Of the 15 most popular majors, electrical engineering and computer science enjoy the highest premium for a four-year degree.
This evidence shows that the fi eld of study has a large effect on potential earnings. Despite these large differences, it is important to acknowledge that at the median, there is a strong positive benefi t for a four-year degree above a high school diploma, regardless of the degree fi eld chosen.
Conclusion
Over the last three decades, the earnings of four-year degree holders have signifi cantly outpaced the earnings of high school graduates and those with some college but lacking a college degree. The sharpest increases occurred during the 1980s and early 1990s, and though they have fl attened somewhat in the recent decade, they still persist at a very high level. Material may be reprinted if the source is credited. Please send copies of reprinted material to the editor at the address above.
The decision to go to college has a profound effect on wages; however, we have seen that both college major and the pursuit of an advanced degree have a critical impact on the value one receives from a college education as well.
Other factors affecting the return to college not discussed here include college quality, occupational choices, hours worked, and the relevance of unobserved skills. 
Recommended Reading
